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For the past three months our national real es- 
MORTGAGE AND tate activity index has moved along at about 32 
REAL ESTATE ACTIVITY points above normal. As is nearly always the 

case, there was mixed activity in the cities we 
survey, a few showing increased activity, a few showing decreased activity, 
and the others moving along at a fairly even rate. Houston; Springfield, Ohio; 
Flint; and Atlanta have been outstanding in real estate activity during the April- 
June period, while Tulsa, Seattle, Buffalo, Detroit, Milwaukee and Hartford have 
taken the biggest drops. 


We all realize that the situation in the mortgage field pretty thoroughly domi- 
nates real estate activity at the moment. We can, therefore, hardly expect the 
short-term outlook for real estate activity to clear up so long as the lending pic- 
ture is muddled. While there is some talk of loosening up Regulation X, partic- 
ularly in the lower price brackets, we are not at all sure that such a move would 
particularly brighten the mortgage outlook. 


The dominant factor at this moment in the mortgage-real estate-construction 
field is the price of money: conventional loan rates are up, commissions and 
servicing charges are moving up, but the rates on VA and FHA loans are still 
held unrealistically low. Therefore, VA and FHA loans are pretty much of a drug 
on the market. So long as money remains tight, very few VA-FHA loans are 
going to be made unless their rates are moved into a more favorable competitive 
position. 


During 1949, 31% of all nonfarm mortgages of $20, 000 or less were either 
FHA or VA loans. In 1950 this percentage had risen to 34% and in February 
1951 (just before the big change in interest rates), to 42%. Under present condi- 
tions this percentage of government insured or guaranteed loans is going to take a 
drop. No figures.are yet available, but lenders we have talked to feel that a 
decline of 80% would not be too much to expect. (VA-FHA applications are al- 
ready down 50% from last October.) Figuring roughly, a drop of 80% in the 
VA-FHA loans made during 1950 would reduce the 1, 400, 000 housing starts to 
only slightly over 1,000,000. While projecting this line of thought into 1951 can- 
not be done with any precision, these figures do point out the serious handicap 
placed on government-backed loans by the disparity in rates. 

















Outside of the political implications, which we believe are definitely over- 
played, we can see no reason for the 4 - 44% rates on VA-FHA’s. Of course, 
there’s a nice paternalistic motive in providing the borrower with an unusually 
low rate, but what good is the low rate if nobody will make the loan? It has 
been our belief for a long time that most home owners pay far less attention 
to interest rates than anyone else in the housing field. That is why we believe 


that the government is overplaying the political implications of its cheap money 
policy. 


There are some informed observers who believe that the reason for insis- 
tence on these low rates is to put the government even deeper into direct loan 
business. The foot is already in the door by virtue of direct farm loans and di- 
rect loans to veterans. Moreover, the increased reluctance on the part of lend- 
ers to put their money out at bargain basement rates makes the government’s 
offer even more attractive to borrowers. 


Our national index of mortgage activity (based on recordings) has dropped con- 
siderably since last August. At that time it stood at 213.8. The June 1951 figure 
is 180.3, representing a loss of 33.5 points. Although the long-range outlook is 
for a continued slow decline, we believe that towards the end of 1951 the indus- 
try will enjoy a rather short period of recovery. 
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On page 360 we show the changes in interest rates on Manhattan Island and in 
St. Louis from 1905 to the present and the percentages of mortgages made at 
varying rates on Manhattan Island. The recent slight upturn in rates shown by 
these two charts is probably an understatement. The lines on these charts repre- 
sent moving 12-month averages. In other words, the average rate in St. Louis 
for the year ending in June was 5.09. This treatment of the basic figures is 
necessary because there is usually a considerable time lag between the time the 
commitment is made and the time the mortgage is recorded. 


For the benefit of those who are interested in a more sensitive index, we have 
shown the following figures. These figures indicate the average interest rates of 


all mortgages recorded in St. Louis and on Manhattan Island since the beginning 
of 1950: 


Average interest rate Average interest rate 
on mortgages recorded on mortgages recorded 
in St. Louis in Manhattan 
1950 
January 4.93% 5. 00% 
April 4.95 4.89 
July 4.88 4.89 
October 4.95 


1951 
January 
April 
June 


*Not available. 


Even these figures are probably a trifle too low due to the time lag between 
commitment and mortgage recording. 


We have talked with a number of lenders in the St. Louis area and their belief 
is that these rates will drift upward slowly for a few months more and then level 
off or decline slowly. The decline is not expected to reach the level of January 
1950. 


During the first half of 1951, 575, 300 nonfarm 
CONSTRUCTION ACTIVITY housing units were started in the United States. 

This is 130, 400 less than the 705, 700 started in 
the first half of 1950. Thus far the attrition caused by Regulation X and other 
upsets in the mortgage field has amounted to 185%. 


A breakdown of these figures, however, reveals that 60, 200 of the units 
started in 1951 were public housing units. In the first six months of 1950 only 
(cont. on page 361) 
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(cont. from page 357) 
8,900 public housing units were started. Therefore, we see that the private 
housing starts for the first six months of 1950 and 1951 compare as follows: 


1950 private starts - 696, 800 
1951 private starts -_515, 100 
Decrease in number - 181, 700 
Percentage decrease 26% 


The big increase in public housing starts during June 1951 (42, 300 units) was 
obviously the result of the hostility shown the public housing program by the House 
of Representatives. The House legislation limits the number of public housing 
starts to 5,000 units for the July 1951-July 1952 period. The limitation is on 
construction only and ia no way prohibits other PHA activities such as land ac- 
quisition, building condemnation and demolition, and removal of families (pro- 


viding they can find suitable quarters for them). However, PHA got under the 
wire with 42, 300 units. 


In our opinion, this is a pretty poor time for a government agency to move 
into the construction business on such a wholesale basis. If building materials 
are as scarce as the CMP would have us believe, this is no time for the govern- 
ment to syphon off supplies that would otherwise go to private builders. On the 
other hand, 42, 300 starts do not mean an equal number of completions and our 
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guess is that a considerable number of the 42, 300 will not progress past the 
permit stage. 


It now appears that the 850, 000 target for housing starts will be exceeded by 
probably 50,000 units. A total of 900,000 for the year would require less than 
60, 000 starts per month during the remainder of the year. This would be about 
50% below the pace set last year. It seems hardly probable that the last half of 
this year will drop housing starts more than 50% behind the last six months of 1950. 


On page 356 is a chart showing the distribution between the percentage of rural 
nonfarm dwelling units started and the percentage of urban dwelling units started. 
Since 1930 there has been a gradual decline in the proportion of units started in 
urban areas. This is simply another view of the gradual movement of popula- 
tion into outlying areas. 


All of us know that, generally speaking, real es- 
RESIDENTIAL RENTS AND tate taxes have been rising rapidly, while resi- 
REAL ESTATE TAXES dential rents have been rising slowly. On page 
361 is a chart comparing the index of the aver- 
age real estate tax per family with the rent index. The latest figures show that 
taxes are 28% above their 1921-1938 average, while rents are only 3% above 


their 1921-1938 average. 


Whenever taxes are rising faster than.rents (or dropping slower than rents) 
the dotted line moves up. When the reverse is true, the dotted line moves down. 
Although the dotted line has leveled off during the last two or three years, indi- 
cating that rents and taxes are rising at about the same rate, it is easy to see 
that rents are still far behind the added tax burden most property owners must 
carry. 














